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ANNUAL MESSAGE
Chairman
of the Board
One year ago, speaking from this
podium, I had the honor of delivering the
Chairman's address and reported the activities, the accomplishments and the failures of the previous year, 1974. We
JOSEPH G. MATTHEWS, M.D.
announced at that meeting the decision
Chairman of the Board
of the Bureau of Health Insurance of the
Social Security Administration to "carve
out" two counties under the Medicare "B" program , these two counties being
Dade and Monroe, which were to be turned over to Group Health Incorporated
July 1, 1975. I readily admitted that the reason for this was our failure to
adequately handle the massive case load that had been thrust upon us that
year. With that announcement I also pledged that changes would be made
in many areas of our business to assure that there would be no further
reasons for, additional "carve outs ."
There were major shifts in responsibility at the very top of the corporate
structure. A new position of Vice President for Medicare "B" was established.
Early work was started on paperless processing using terminals in doctors'
offices and clinics in various parts of the state. A second Senior Vice President position was established . In-depth studies were carried out to identify
the problems and study and implement the solutions to these problems.
A Physician Relations program was continued to solicit physicians'
cooperation in submitting clean, processable claims of Medicare recipients .
In this past year we have seen the percentage of pre-coded claims arriving
in our mail room steadily increasing month by month , and our Medicare
performance indicators are also improving as each month passes.
We continue to experience increasing Medicare " B" claims volumes
despite the "carve out" because of Florida's increasing Medicare population .
We have now reached the point where further improvement in our performance will probably depend on installation and utilization of a more
sophisticated data processing system. We had anticipated th is need and
many months ago requested the Government authorize such system changes.
Our needs were recognized by the Bureau and we are now in the process
of going through long red tape procedures to get this new system approved,
installed and working. Hopefully, by the end of this year, the results of
such changes will be dramatically noticeable.
This year we have also had another rather serious problem with the
Medicare "B" program, relating to the payment for certain laboratory

services, particularly the high volume services, many of which could be
automated. We were directed to pay at a certain fixed level beginning August
11. Soon it became apparent that these allowable charge levels were in
many cases unfair and inappropriate. This was brought to the attention of
the Bureau and the Florida Medical Association's Board of Governors.
Many meetings were held and finally the rules were altered to make these
allowable payments more realistic. These changes also had to be made
retroactive, which meant going back and re-processing thousands and
thousands of completed claims 131,450 of them . This extra load certainly did not help matters , particularly at the time of the year when claims
volumes routinely reach high levels.
A similar problem developed when the directives came down stating
that increases in physicians' prevailing allowances would not be greater than
17.9% above the 1971 allowances. When this was put into effect, it meant
that many physicians were paid less than they were paid in FY 1975
(July 1, 1974 - June 30, 1975). When word of this went back to Congress,
it was announced that this was not the intent of the Congress, and new
legislation was immediately initiated to correct this error. This will mean
reprocessing, which will add an additional work load on our already heavily
taxed claims processing department. These two examples show how the
Blues can sometimes get a black eye because of factors over which they
have no control.
In the early months of 1975 Blue Shield was audited by the United
States General Accounting Office and our . entire Medicare "B" operation
was thoroughly studied, reviewed, criticized. We did indeed receive criticisms
in some areas, we were complimented in others, and helpful suggestions
were offered. Many of these suggestions have been studied and have been
put into practice.

Blue Shield Rate Increases: In the Spring of 1975 it became obvious
that some time in the near future there would be a need for increases in
subscription rates for certain Blue Shield and Blue Cross contracts. Many
of these contracts were going into the red at a frightening rate. Obviously,
we were .paying out more money than we were receiving. Our reserves
began melting away. There seemed to be a trend of increased utilization of
services, an increased cost of the services , and the introduction of new
services that previously had not been available. We have , of course, speculated that the increased charges could be related to malpractice insurance
costs to doctors and other vendors. We also speculated that a closely
related factor called "defensive medicine" could be partly responsible . We
even wondered if it was because of the marked rise in the unemployment
rate ; perhaps people were having needed surgical procedures that they had
put off before, whi le they were employed . There did not seem to be any one
cause for this sharp cost rise .
Because of our unique position under the special Enabling Act we must
seek approval of any rate increase before it is put into effect. In this respect
we are different than the other insurance companies our competitors.
We knew we must have relief, but a combination of problems prevented lls
from seeking relief until mid-summer. Finally on August 20, 1975, we did
go before the new Commissioner seeking new rates in those areas that we
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felt needed relief and prese nted what we thou ght to be valid stati stical
reason s for these requ est s. At the tim e of th e hearing , th e hearin g room
was visited by a senator from Miami who spoke again st the rate increase
and stron gly criticized what he felt wa s Blue Shield' s failure to exerci se cost
control mea sures and cited hi s own opinions of what tho se measures should
be . Our Blue Shi eld witn esses did not have an opportunity to prepare and
deliver an appropri ate rebuttal . Three weeks later we were stunned to
receive the Commi ss ioner's flat refu sal for any rate increase! We were
charged with failure to demonstrate to him that the Blues had exercised
any cost containment o_r cost control procedures. As a result of this decision
we were placed in a position of becoming insolvent in a few months, or
requesting a new hearing to show what measures we had used in the past
to influence cost containment and what we were doing at the present, and
what our plans for the future were on this subject. The new hearing was
held in Tallah assee on Friday, November 13, and a great deal of new
testimony and evidence was given to clearly show that the Blues had saved
the citizens of Florida millions and millions of dollars in health care costs
every year. Following this second hearing we were granted almost everything we requested . It is hoped that in the future we will never have to go
to the expense, time and talent to put on this type of show in order to
receive the necessary and proper rate increases needed to remain in
business.
Paperless Processing using Texas Instruments Terminals: Becau se of
the tremendous difficulties of hand -processing claims, coupled with the
very large claim volume in our regular business, in Medicare, in the
CHAMPUS program and in the Federal Employee program, it was obvious
several years ago that some better system of receiving claims would have
to be developed for the future. One of these systems involves the use of
a terminal set up in a doctor's office or a clinic with a direct telephone
line to the Blue Shield claims department. By the use of these terminals the
claims data can be fed accurately into the machine. Provisions are made so
that no mistakes will be accepted by the machine. Thus, clean information
is recorded on a reusable tape and later during the nighttime hours , this
machine can be queried by the home office, the information retrieved, and
these clean claims processed promptly. It is a great time saver. It cuts
down on secondary correspondence sometimes associated with claims processing. It is a service to the doctor, to the patient, and indeed it can cut
down the work load as well as the cost to Blue Shield. We have installed
many of these around the state and are in the process of doing a study of
the effectiveness before putting in more units.

1975 has been a very trying year for many industries, for many insurance companies, and certainly has been a trying year for the Florida
Blues. The coming year's prospects in some areas look much brighter,
and in some areas look quite gloomy . I feel that we are well on our way to
handling some of the terrible processing problems we had these past two
years, and indeed it is gratifying to see our performance in other areas
improving.
I am fiercely proud of our organization and am impressed with the
leadership and dedication of members of top management. Our officers are
recognized nationally as experts in the field. This year' has again given me

the opportunity to watch the leaders of this organization grapple with big,
almost overwhelming problems and handle them calmly and effectively.
To be chosen to serve as the Chairman of this Board of this organization
is indeed a supreme personal compliment. I wish I had the time and the
words to express my feelings toward Jack Herbert, our President, for his
untiring work, his loyalty, his support, and his dedication to his job and to
this company. And to Joe Stansell words of praise and compliments for his
energetic efforts in our behalf. And to Dan Lewis, upon whose shoulders
we have thrust a backbreaking work load , and whose promises to this
organization are being fulfilled. I would like to continue down t he li st of the
other Vice Presidents, Directors, Managers, Professional and Tech nical
personnel and personally thank them for a job well done and extend the
appreciation of this Board.
I would like to also thank each and every member of th e Board of
Directors who continue to donate their time at no personal monetary gain
to the purposes of serving this organization and thereby benefittin g ou r sub•
scribers, a large percentage of the citizens of this state . These Board
members are indeed concerned and troubled with today's problems and
because of the mounting number of problems and concerns, the Board this
year voted to meet 50% more often. This is called "giving of one ' s self."
Indeed this is quiet giving. The public does not know, the subscribers do
not know, and most of the critics of our operation do not know of the time
and effort these men freely give.
I cannot help but be fearful of those that would try to destroy us, those
that fear us, those that envy us, and those that challenge us because we
are certainly the biggest and best. Our critics do not stop to realize that all
of our Board members are in a sense "consumers" of health care and in·
surance benefits . We do not have two opposing camps on our Board divided
between physicians and non-physicians, or consumers vs. vendors, if you
will. In the few years that I have served on this Board there has not been a
sin gle issue where the Board vote was clearly divided between doctors and
non-doctors . It does not occur in spite of the innuendos to the contrary.
Last year at this time I sadly announced that Ben Willis , who had
served this Board for nineteen years was leaving, and this year I have a
similar sad duty to announce that Mr. Arthur Saarinen, our Vice Chairman,
will be leaving after twenty-four years of service to Blue Shield of Florida .
It has been a delightful experience to know and work with this strong, dedi·
cated and gentle person. We will all miss you, Art. Thank you ~
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PRESIDENT'S
REPORT
Calendar year 1975 was one of the
most exhausting, frustrating and at the
same time active years that I ever remem ber for Blue Shield of Florida, Inc.
We literally used up all the reserves
Blue Sh ield had accumulated in the past
twenty years in paying claims or setting
aside monies in our unpaid claims reserve
that we calculated we will pay out in 1976 for claims incurred in 1975
and 1974.

J.

w.

HERBERT
President

For over twenty-seven years we have used the same method of calcu lating reserves for outstanding claims-and it has been proven correct.
In 1975 the method proved to be incorrect because historical trends were
destroyed by three years of price freeze. With the impact of costs increasing
because they had been artificially held down, as well as energy costs, labor
costs and malpractice insurance cost increasing, our previously set rates
failed to hold-by a wide margin. Our struggle to obtain increased rate
approvals is well known to all, and beginning January 1, 1976, new rates
began to be placed into effect. We believe that 1976 will be-and must bemuch better than 1975.
At the same time the economy continued in a somewhat depressed
state and sales became tougher to make and groups harder to hold on to.
We did manage a small increase in total growth of 21,888 members and
we ended the year with 1,861,140 members .
Incurred claim payments increased from $63 ,630,343 in 1974 to
$100 ,553 ,690 in 1975 and our reserve for unpaid and outstanding claims
increased from $9,302,679 to $25,174,464 as a part of the total claims
obligation . Further information on growth and claim volume statistics will
be found on the page in this report labeled "Pertinent Statistical Information ."
In other areas we made some progress. We held more workshops (79
in number) than ever before and had 1800 medical office personnel in
attendance. These workshops are held in the Spring and in the Fall of each
year and I strongly urge you to send your medical assistants to these informative programs. We held 75 seminars with approximately 10,000 Senior
Citizens attending in locations throughout the state where we could get local

G
cooperation for such a meeting. Our hope is to get volunteers in as many
as possible Senior Citizen home or apartment complexes to help complete
the Medicare " B" 1490 forms.
In this connection let me say how much we appreciate physicians
using the five digit coding system on their statements and other related
documents as well as putting the fiv e digit code on the Blue Sh ield , CHAMPUS and S.S.A. 1490 claim forms . Our records indicate that it has speeded
up payment of claims and made them more accurate at the same time.
We know that unless we can devise ways and means to keep paperwork
to a minimum we will all drown in it .
I would like to extend to all Board members and comm ittees of the
Board my sincere appreciation for their continuing dedication and service.
Mr. Arthur Saarinen-a Board member of long standing-leaves us this
year and we will miss him sorely. We wish him good health and many
pleasant days in the future. He can well remember the first year he came
to the Board and our total Blue Shield payout was $1,843 ,119 from all
programs. In 1975 it was $354,312,881-quite a difference.
1975 has been a year of challenge in many ways and our staff has
shown great motivation and dedication in meeting these opportunities for
service to the people of Florida. I want to publicly thank them for their
continuing and constructive efforts . We all look forward to 1976.
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Growth and Claim volume statistics for 1975 clearly evidence increased
service to Floridians. For example in 1975.
$94,987,103 .
Gross income from fees .
Income for 1975 represents a 29.9 percent increase over correspond ing figures for the previous year.
$100,553,690.
Claims paid for physician services
Claims paid in 1975 represent a 58 .0 percent increase over the
previous year or $36 ,923,347.
The number of Blue Shield claims paid totaled 2,103,897 , an increase
over 1974 of 153,509.
Enrollment increased by 21,888 members bringing the number of
Floridians covered to 1,861,140 as of December 31 , 1975.
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Additional financial statistics for 1975 include:
$18,126 ,300 for our operating loss, compared with a loss of $873,208
for 1974.
$25,174,464 in reserve at the end of 1975 for unreported claims.
$148 ,348 total reserves held against contingencies.
$9,473 ,211 as the market value of our investments in bonds.
$2,203 ,665 as the market value of our stock.
MEDICARE PART "B" REPORT
The volume of Medicare Part " B" claims and payment s as
taken from the count of " SSA Monthly Intermediary Financial
Report " increased in 1975 over 1974 as follow s:
1975

J. W. Herbert

President

Volume
Payments
Other pertinent
statistics are:
Assignment Ratio

4 ,341 ,543
$228,278,343

1974
3,719,827
$194,390,220

16.7 % inc .
17.4 % inc .

31.1
49.2
52 .7

39.2
51.6
53.6

Florida
Regional
National

3 .3
2.4
2.0

5.0
2.9
2.4

Florida
Regional
National

Work on hand as
of Dec. 31 (expressed in weeks)

In addition :
249 ,295 claims were handled by Blue Shield of Florida in 1975 as
fiscal administrator of CHAMPUS , the Civilian Health and Medical
Program for Uniformed Services , up from 189,398 in 1974.
$20,232,690 was the amount of disbursements to physicians for
services rendered these CHAMPUS beneficiaries , up from $16 ,364 ,000
in 1974.
377,000 claims under Title XIX of Medicare were handled in 1975
with claim payments amounting to $5,248 ,160.
1974 claims volume was 230 ,973 and payments were $3,423 ,235 .
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Officers and Directors of
Blue Shield of Florida , Inc.:
We have examined the balance sheet of Blue Shield of
Florida, Inc. as of December 31, 1975 and the related statements
of operations and changes in unappropriated reserves and changes
in financial position for the year then ended. Our examination was
made in accordance with generally accepted auditing standards,
and accordingly included such tests of the accounting records
and such other auditing procedures as we considered necessary
in the circumstances. We previously examined and reported upon
the financial statements for the year ended December 31, 1974.
In our opinion, the above-mentioned financial statements
present fairly the financial position of Blue Shield of Florida, Inc.
at December 31, 1975 and 1974, and the results of its operations
and the changes in its financial position for the years then ended,
in conformity with generally accepted accounting principles consistently applied during the period subsequent to the change,
with which we concur, made as of January 1, 1974, in the method
of recording furniture and equipment purchases as described in
Note t to the financial statements.

Jacksonville, Florida
March 19, 1976
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BLUE SHIELD OF FLORIDA, INC.
Balance Sheets, December 31, 1975 and 1974
ASSETS
- Cash
Investments, at cost (market value:
$11,676,936 in 1975 and
$11,610,750 in 1974)
Accrued interest receivable
Accounts receivable
Other assets
..
. . . . . . .. .......... ......... .
Property and equipment, at cost."
less accumulated depreciation
..... .... .... .... .... .
Total assets

1975
601,365

1974
$ 3,173 ,196

12,739,553
203,084
10,712,367
68,004

12,856,941
237,070
6 ,732,344
74,260

12,109,031
$36,433.404

12,444,290
$35,518,101

$

LIABILITIES AND UNAPPROPRIATED RESERVES
Reserve for surgical and medical claims .
$25,174,464
Deferred income, subscriber fees paid in advance .
2,540,628
Reserve for deferred compensation
68,004
Bank overdraft
2,221,692
Accounts payable
3,893,129
Notes payable, Blue Cross of Florida, Inc.
830,400
Mortgages payable
24,381
Deposits payable
1,532,358
Total liabilities
..... .... .....
36,285,056
Commitments and contingencies
Unappropriated reserve
148,348
$36,433,404

$ .9,302,679
1,830,392
54,921
2,457,726
1,275,520
1,038,000
28,637
1,255,578
17,243,453
18,274,648
$35,518,101

The accompanying notes are an integral part of the
financial statements.

STATEMENTS OF OPERATIONS AND CHANGES IN UNAPPROPRIATED RESERVE
for the years ended December 31, 1975 and 1974
1975
1974
$ 94,987,103
Subscribers' fees
$ 73,119,134
100
100
Percent to earned income
100,553,690
63,630,343
Claims incurred
Percent to earned income
106
87
13,779,960
11,209,856
Operating expenses
14
15
Percent to earned income
114,333,650
74,840,199
120
102
Percent to earned income
(19,346,547)
(1,721 ,065)
Loss from operations
(20)
(2)
Percent to earned income ..
Other income, principally from investments
( including net losses of $285 ,864 and
$1,049,714 in 1975 and 1974 on sales
1,220,247
847,857
of securities)
1
1
Percent to earned income ..
(873 ,208)
(18,126,300)
Net loss
(19)
(1)
Percent to earned income
19,038,656
18,274,648
Unappropriated reserve, beginning of year ..
Transfer from reserve for building
109,200
and furnishings .
$
148,348
Unappropriated reserve, end of year
$ 18,274,648
The accompanying notes are an integral part of the
financial statements.

STATEMENTS OF CHANGES IN FINANCIAL POSITION
for the years ended December 31, 1975 and 1974
1975
Source of cash funds:
Net loss
........ ... .............................. ..... $(18,126,300)
Charges (credits) to income not requiring funds:
Loss on building demolished .
·
Investment losses .
Amortization of bond premium
and discount
...... . . . ... .. ...
Depreciation
Increase (decrease) due to changes in:
Accounts receivable
Accrued interest receivable
Reserve for surgical and medical
claims
Deferred income
Accounts payable and accrued expenses
Prepaid expenses
Cash provided (required)
by operations .............. .. ...... .
Proceeds from sale of investments
Increase in deposits and advances payable ..
Other

Application of cash funds:
Purchase of investments
Purchase of fixed assets
Payment of installments of mortgages
and other notes
Payment of installments, note payable to
Blue Cross of Florida, Inc.
Other .

Increase (decrease) in cash funds

$

(83,154)
679,316

(141,721)
372,538

(3,980,023)
33,983

55,667
(15,465)
(649,509)
342,413
13 ,973
(19,339)

15,871,785
710,236
2,617,609
19,339

152,418

(1,971,345)
17,181,630
276,780

91,612,954
430 ,822
732,385

15,487,065

92,928,579

16,436,061
344,055

89,769,177
1,611,833

4,256

1,739

207,600
830,890

207,600

17,822,862

91,590,349
1,338,230

715,470
. . .. . ... ..... .........

Composition of cash balances:
Cash in banks
Bank overdrafts .... .. ... .... ... .... .... .

. $( 1,620,327)

$

(873 ,208)
17,355
1,049,714

285,864

(2,335,797)

Net cash balances (overdraft):
Beginning of the year
End of the year .

1974

601,365
(2,221,692)

$( 1,620,327)

The accompanying notes are an integral part of the
financial statements.

(622,760)

$

715,470

$ 3,173,196
(2,457,726)

$

715,470
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1974

$

(873,208)
17,355
1,049,714
(141,721)
372 ,538
55 ,667
(15,465)
(649,509)
342,413
13,973
(19,339)
152,418
91 ,612,954
430,822
732,385
92 ,928,579
89,769 ,177
1,611,833
1,739
207,600
91,590,349
1,338,230
(622,760)

$

715,470

$ 3,173,196
(2,457,726)

$

715,470

NOTES TO FINANCIAL STATMENTS
1. Significant Accounting Policies:
Th e following is a summary of the Plan's significant accounting policies:

A) Investments:
Common and preferred stocks are carried at cost ; bonds are carried
at amortized cost.
At December 31 , 1975 net unrealized losses of common and pre ferred stocks totaled $284,000. Due to increases in market values
subsequent to year end and the insignificant amount of the losses ,
no valuation allowance has been provided as recommended by
FASB Opinion No. 12.
Gains and losses on the sale of investments are recognized on the
specific identification method.
B) Property and Equipment:
Property and equipment are depreciated on the straight line method
over their estimated useful lives.
Land and buildings used jointly with Blue Cross of Florida , Inc. are
owned jointly by the two plans.
C) Contracts with Government Agencies:
As a carrier of the Medicaid , Title XIX and Medicare, Part B Programs, and as a contractor of the CHAM PUS programs, the Plan
disburses government funds to physicians and others on the basis
of incurred claims. Neither the amounts of remittances received
nor the corresponding amounts for claims paid are reflected in the
accompanying statement of operations. Charges payable to the Plan
by government agencies for the administration of the programs have
been recorded on the basis of cost computations considered to be
reasonable and supportable. Adjustments, if any, which may ultimately arise in the future, in management's opinion, are not expected to have a material effect on the financial statements.
D) Cost Allocation:
Operating expenses are allocated between Blue Cross of Florida, Inc.
and Blue Shield of Florida, Inc. , using generally accepted cost accounting principles. The cost allocations are continually reviewed
and any changes considered necessary are made currently.
E) Reserve for Surgical and Medical Claims:
The reserve is provided to cover the cost of claims, which were either
incurred and not paid or which at December 31 had not been submitted for payment. The reserve is actuarially computed based on
historical claims experience modified for variations in premium formula and changes in benefit coverage. The methods used in determining the reserves are continually reviewed and any adjustments
resulting from these reviews are reflected in operations currently.
In 1975 , the Plan has included in the reserve an actuarially computed amount for unpaid and unsubmitted claims in which the Plan
will disburse funds for other health plans and governmental agencies
under various agreements. Since these are reimbursable funds a
corresponding account receivable is included in the financial statements . The amount included in 1975 is $6,477,000 .

NOTES TO FINANCIAL STATMENTS,
F)

c ontinued

Income Taxes:
No provision has been made for federal or state income taxes since
the Plan is chartered as a nonprofit corporation.

2. Accounting Change:
Beginning January 1, 1974, the Plan adopted the policy of capitalizing
furniture and equipment purchases. During years prior to 1974 all such
purchases were expensed. Th is change constitutes a change in accounting principle and requires disclosure of the cumulative effect of the nsw
accounting principle on the amount of the unappropriated reserve at
the beginning of the period in which the change is made. The cumulative effect of the change on results of operations for the year ended December 31, 1975 is immaterial and is included in other income.
3.

Note Payable, Blue Cross of Florida, Inc.:
The note payable is to Blue Cross of Florida, Inc. for the purchase of
50% of land and buildings at January 1, 1970. The note is payable in
quarterly installments of $51,900 plus interest at the rate equal to the
yield of the investment portfolio of Blue Cross during the previous year.
The note is collateralized by marketable securities with a market value
of $839,650 at December 31 , 1975. Final payment is due in 1980.

4.

Lease Payments:
Blue Cross of Florida, Inc. is obl igated under various lease agreements
covering the rental of office space. A portion of such rentals is allocated
to the Plan . The leases in effect at December 31, 1975 expire on various
dates through 1982 with options to extend. As of December 31 , 1975
minimum annual rental commitments under the leases were as follows :
For the years ending:
........ $397 ,000
December 31, 1976
December 31, 1977 ....... .. ... .... .. .. .. ........ .... $335,000
December 31 , 1978
.. ..$296,000
December 31, 1979
. .. ... .... . ..... $260,000
December 31, 1980
... $235,000
For the ensuing five years ending:
December 31, 1985 ..... .. . ... .... .. ..... .. $1,042,000

5.

Pension Plan:
The Plan participates in a nationally administered pension plan , which
covers substantially all of its employees. It is the Plan's policy to fund
pension costs accrued. The pension costs for 1975 and 1974 were
$1 ,503 ,047 and $509,340, respectively. The increased pension cost in
1975 is principally attributable to a change in actuarial assumptions and
methods. The fund assets exceeded the value of vested benefits as of
December 31, 1975. The Plan amortizes its unfunded past service liability over a period of 10 to 15 years.
As of January 1, 1976, the plan complies with the provisions of the Pension Reform Act of 1974. The increase in pension costs, if any, due to
compliance with this Act is not presently determinable.
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